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TC-X Guidelines

A. Introduction:

The American Recovery and Reinvestment Act of 2009 (“ARRA”) was signed into law
by President Obama on February 17, 2009. The Act provides funds to the U.S.
Department of the Treasury (the “Treasury™) and the U.S. Department of Housing &
Urban Development (“HUD”) to support certain low-income housing tax credit projects
that have been delayed over time by equity market conditions. The Treasury, through the
Internal Revenue Service, will administer funds for distribution to state housing credit
agencies through Section 1602. HUD will administer the distribution of Tax Credit
Assistance Program (“TCAP”) funds on a formula basis to state credit agencies.

On May 4, 2009, the Treasury and HUD published notices governing the resources
available to state housing credit agencies to help stalled credit projects. In the
Commonwealth of Massachusetts, the Department of Housing and Community
Development (“DHCD?”) is the state housing credit agency. This memorandum from
DHCD establishes guidelines for the use of Section 1602 funds, or tax credit exchange
funds, available from the Treasury to aid Massachusetts projects. DHCD already has
issued guidelines for the use of TCAP funds to aid Massachusetts projects; those
guidelines were approved by HUD on July 2, 2009. Consistent with the intent of ARRA,
DHCD will emphasize readiness to proceed in the award of funds through both programs
— the tax credit exchange program and TCAP.

DHCD reserves the right to modify these exchange program guidelines from time to time,
to respond to changing market conditions and/or to better serve tax credit projects that
have been unable to attract full equity investments,

B. Tax Credit Exchange Funds (Section 1602) in Massachusetts:

The Treasury notice states that “Section 1602 of the ARRA Tax Act appropriates funds
for grants to States to finance construction or acquisition and rehabilitation of qualified
low-income buildings for low-income housing in lieu of low-income housing tax credits.”
The notice further states that Treasury will award grants to states based on a calculation
determined by the amount of the state’s unused credit ceiling for calendar year 2008 as
well as the amount of credit ceiling returned in 2009. The formula for determining the
clection amount is set forth in the Treasury notice and the notice is attached to this
memorandum as part of Appendix A. The notice describes the process through which
state credit agencies may exchange unused credit. The Treasury accepted the first
applications from state agencies during May and June 2009 and published the minimum
amount any agency could exchange during that time period. In accordance with the
notice, Treasury will allow credit agencies to exchange additional amounts on an ongoing
basis.



The Treasury notice established $50,814,102 as the maximum amount that is now known
of four components contributing to the total authority that Massachusetts could exchange.
As of this date, DHCD has formally requested $50,814,102 in exchange funds and has
received approval for the exchange from the Treasury. DHCD intends to apply for
additional exchange funds over time, with the final exchange amount ranging between
$80 million and $120 million. The final amount cannot be determined until Treasury
and/or the Internal Revenue Service issues further information and guidance. The final
amount also will depend on which stalled projects qualify for TCAP assistance and which
projects might be able to attract investors during the remaining months of 2009 or the
first months 0 2010.

In order to mirror as closely as possible the process through which DHCD is awarding
TCAP funds, the Department will award exchange funds competitively, with the first
competition expected to begin in August 2009. Although Treasury is not requiring states
to award exchange funds competitively, DHCD will hold exchange fund competitions for
the following reasons:

¢ The demand for exchange funds is certain to exceed the funds available;
and,

¢ The selection process for exchange projects, as indicated, should mirror as
closely as possible the selection process for TCAP projects, so that all
stalled projects are treated fairly and equitably.

DHCD will follow the same principles and use the same competitive criteria to evaluate
exchange applications as it uses for TCAP applications.

When finalized, DHCD will post the date of the first competition on the Department’s
- Web site. DHCD will provide information on additional competitions at a later time.

All applications for exchange funds must be received at DHCD by the close of business
on the date established as the deadline for the first competition. Applications that are
received after the close of business on that date will not be reviewed. All exchange fund
applications must be complete. Applications that are incomplete will not be reviewed.

In accordance with the intent of ARRA, DHCD will emphasize readiness to proceed as
one of the most important selection criteria for exchange fund projects. Once exchange
fund applications have been submitted, DHCD staff will review them in a certain order,
beginning with any projects previously selected for credit and/or subsidy awards in 2007
(*2007 Projects™), followed by projects previously selected for such awards in 2008
(“2008 Projects™). DHCD intends to announce exchange fund awards on a rolling basis,
as soon as the evaluation process for the 2007 Projects or the 2008 Projects has been
completed. DHCD anticipates making the first exchange fund awards within three weeks
of the application deadline. A sponsorship entity previously selected for awards of credit
and subsidy in 2007 and 2008 that is concerned about timely placing its project in service



for purposes of the credit may apply for 2010 or later credits without jeopardizing the
project’s status as a 2007 Project or a 2008 Project, as applicable.

At this time, DHCD expects to award between 75% and 100% of the available exchange
funds during the first competition expected to begin in August 2009. 1If DHCD awards
less than 100% of the exchange funds available during the first competition, the
remaining exchange funds, plus any funds obtained from additional exchanges, will be
awarded during competitions likely to be scheduled between October 2009 and January
2010. Further, depending on the availability of exchange funds, DHCD reserves the right
to consider delayed projects with 2009 Department awards (2009 Projects™), as well as
any remaining 2007 Projects or 2008 Projects that were not funded during the first
exchange competition or during the tirst TCAP competition (see the TCAP guidelines
posted on DHCD’s web site at:
hitp://www.mass.eov/Ehed/docs/dhed/hd/taxcredit/finaltcapguidelines.pdf).

In addition, projects that received a TCAP award but were unable to meet the TCAP
deadlines for closing and/or moving to construction may be considered for funding
during exchange competitions, so long as the delay in closing/construction start was
through no fault of the project sponsor, based on DHCID’s determination.

After DHCD has made an exchange fund award to a project, the project sponsor will have
120 days to close on all financing, with a construction start to follow within 45 days
thereafter. If a project sponsor fails to proceed to a full closing within 120 days, DHCD
will withdraw the exchange fund commitment to the project. Similarly, if a project fails
to move to a construction start 45 days after the full closing, DHCD will withdraw the
exchange fund commitment. If either event occurs, the project sponsor may elect to
submit the project again during a later exchange fund competition. However, the sponsor
will have to provide in writing the reasons for the failure to meet the deadline(s) of the
earlier exchange fund award, and DHCD will only consider the project for a subsequent
award under the exchange fund (or TCAP) if DHCD determines that such reasons were
unanticipated and beyond the control of the project sponsor.

DHCD will make exchange funds available to projects selected through the exchange
competitions in the form of zero-interest subordinate loans, The Department anticipates
that the loans will be structured as 30-year loans and will contain provisions for recapture
in the event the project sponsor defaults on the terms of the exchange fund agreement
with DHCD.

All exchange fund loans will be closed through the MassDocs process. DHCD will
provide detailed information on the exchange fund disbursement process to sponsors of
projects that receive awards, The disbursement process will likely incorporate a 20%
hold-back of exchange funds pending completion of the project and submission of an
acceptable cost certification as described below. Sponsors should note that, upon project
completion, they will be required to submit full cost certifications, including
certifications of construction costs. The cost certifications must be acceptable to DHCD
or the Department will enforce its rights under the exchange fund loan documents to



recover funds that were not used appropriately. As set forth below, it will be a default
under the exchange fund loan documents, requiring full or partial repayment of an award,
if exchange funds are not all expended for eligible costs within required time periods.
Eligible uses of exchange funds include Low Income Housing Tax Credit eligible basis
costs, all as approved by and acceptable to DHCD. Please note that recent written
guidance from Treasury indicates that the amount of exchange funds that can be
awarded to a project is limited to 85% of the tax credit eligible basis of the project,
including any basis boost applicable to the project. (See Appendix A for “Frequently
Asked Questions” released by Treasury following publication of the May 4, 2009,
exchange funds notice.)

The Department has been informed that some sponsors of stalled tax credit projects
began construction on their projects without closing on all financing. If a sponsor began
construction prior to closing on all project financing and now secks exchange funds from
DHCD, the sponsor must provide the Department with full documentation of the
construction work completed prior to the application for exchange funds. If the
application for exchange funds is successful, the sponsor will have to provide DHCD
with full documentation related to any additional construction work —i.e., work
undertaken in the period between application and award -- prior to DHCD closing on any
exchange or subsidy funds. Specifically, the sponsor must provide DHCD with:

All requisitions for construction work completed prior to an exchange award in
the format typically required by DHCD. The requisitions must carry signature
approvals from all parties typically required to approve.

All documentation related to early construction work as well as the construction product
must be acceptable to DHCD. The cost of the Department’s additional review on these
projects must be borne by the sponsor and paid in advance of the review,

Any award of exchange funds to such projects will be conditioned upon DHCI’s
approval of the documentation described above and of the construction product. Any
delay in the loan closing process related to approval of the documentation described
above shall be attributed to the sponsor and, if a full loan closing does not occur within
120 days of an exchange award, will result in DHCD’s withdrawal of the award. Upon
project completion, the sponsor shall be required to submit a full cost certification of
construction costs, including construction costs incurred prior to the exchange award and
loan closing, as well as other project costs.

In accordance with the May 4, 2009 Treasury notice, state housing credit agencies must
perform asset management functions to ensure that exchange fund projects comply with
the Section 42 requirements that govern all low-income housing tax credit projects.
DHCD may decide to contract for asset management services. Alternatively, it may
require sponsors to contract for such services divectly. Exchange fund project sponsors
must cover the cost of all asset management functions performed by or on behalf of
DHCD. Depending on any further guidance from Treasury or the Internal Revenue
Service, DHCD will either (x) require projects to retain an asset management firm



acceptable to DHCD to provide asset management services throughout the tax credit
compliance period pursuant to a scope of services to be furnished by DHCD, with all fees
for such services to be paid from the project’s development sources (other than exchange
funds) or operating income, or (y) require projects to pay an asset management fee from
the project’s development sources (other than exchange funds) or operating income to
DHCD in order to allow DHCD to retain an asset management firm to provide asset
management services to DHCD. DHCD will provide project sponsors who intend to seek
exchange funds with cost estimates that they may use in the revised development or
operating pro forma they must submit as part of the exchange fund application (see
Appendix B), although alternative cost proposals solicited by project sponsors for asset
management services from third party providers will be evaluated by DHCD.

Consistent with the intent of the ARRA statute, DHCD will require all sponsors whose
projects receive exchange funds to provide DHCD on a regular basis with certain data
and reports. The quarterly reporting requirements include, but are not limited to, the
following:

Number of construction jobs created

Number of construction jobs retained

Number of non-construction jobs created

Number of non-consfruction jobs retained

Number of total housing units newly constructed
Number of total housing units rehabilitated

Number of low income housing units newly constructed
Number of low income housing units rehabilitated
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DHCD will require project sponsors to provide any and all information needed on
demand, and will establish penalties for any project sponsors who fail to comply. From
time to time, DHCD also may require sponsors to provide additional data for the
Department’s use. DHCD reserves the right to stop the flow of exchange funds to a
project whose sponsor does not submit required reporting data when requested.

C. Threshold-for-Review Criteria for Exchange Fund Consideration:

To be eligible for an exchange fund award, DHCD requires that a project have a tax
credit award. DHCD defines tax credit award as the first determination by DHCD that a
project s eligible for tax credits, either 9% or 4%. In the case of the 9% credit, such
determination is made through the issuance of a conditional reservation to the project. In
the case of the 4% credit, such determination is normally made through the issuance of a
so-called Section 42(m) letter to the project, but under Section 1] of the QAP can also be
made through an eligibility determination letter, which can be issued on a rolling basis (a
"4% Eligibility Determination™).



Davis-Bacon Prevailing Wages:

Projects that are processed through the Tax Credit Exchange Fund program are not
required to meet Davis-Bacon prevailing wage requirements, unless other project
financing mandates Davis-Bacon compliance.

Maximum Number of Awards per Sponsor:

No sponsor may receive more than two Tax Credit Exchange Fund awards in the initial
competition. A sponsor will be deemed to have received an award if it materially
participates in a project either directly or through one or more affiliates.

9% Projects — Threshold-for-review criteria for exchange fund consideration
In order to be reviewed during DHCD’s first exchange fund competition in the summer
of 2009, 9% projects must meet these threshold-for-review criteria:

e The project sponsor applied for and received tax credit and soft-loan subsidy
awards from DHCD in competitions concluded during 2007 and 2008. (This
means that DHCD previously reviewed and approved at least one full One-Stop
funding application from the project.)

¢ The project has been unable to proceed primarily due to equity market conditions.

» The sponsor can demonstrate a ong-term, good-faith effort to obtain investment
commitments for tax credits in lieu of the Tax Credit Exchange Fund award. The
sponsor must fully document repeated and long-term efforts to attract syndicators
and investors to the project.

Sponsors of preservation projects should carefully review the preservation set-aside
priorities as described in DHCD’s 2009 Qualified Allocation Plan.

The 9% projects that meet these threshold criteria will be eligible for consideration
during DHCD’s first exchange fund competition. As stated previously, if exchange funds
remain after the first competition, or if DHCD exchanges further credit authority, the
Department will hold additional exchange competitions between October 2009 and
January 2010,

DHCD reserves the right to limit the total amount of an exchange fund award to any
given project.

4% Projects -- Threshold-for-review criteria for exchange fund consideration
In order to be reviewed during DHCD’s first exchange fund competition in the summer
of 2009, 4% projects must meet the following criteria:

o The project sponsor applied for and received a soft-loan subsidy award from
DHCD in competitions concluded during 2007 and 2008; this means that DHCD
previously reviewed and approved a full One-Stop funding application from the
project.



¢ The project received Official Action Status from MassHousing or
MassDevelopment during 2007 or 2008,

¢ The sponsor can demonstrate a long-term, good-faith effort to obtain investment
commitments for tax credits in lieu of the Tax Credit Exchange Fund award. The
sponsor must fully document repeated and long-term efforts to attract syndicators
and investors to the project.

Sponsors of preservation projects should carefully review the preservation set-aside
priorities as described in DHCD’s 2009 Qualified Allocation Plan.

Four percent projects whose sponsors applied for soft-loan subsidy awards from DHCD
but were denied funding are not eligible for exchange fund consideration during the first
exchange fund competition. Four percent projects whose sponsors have not applied for
soft-loan subsidy funds may be eligible for consideration during the first competition for
tax credit exchange funds or during additional exchange fund competitions. The sponsor
of a four percent credit project who has not previously submitted a full One Stop
application to DHCD must submit one at the time of application for tax credit exchange
funds.

DHCD reserves the right to restrict the total amount of an exchange fund award to any
given project,

D. Competitive Selection Criteria:

Consistent with the intent of the ARRA statute, DHCD will evaluate readiness to proceed
as one of the most important factors in the selection of exchange fund projects that meet
the thresholds described above.

DHCD will evaluate all exchange fund applications that are complete, are submitted by
the competition deadline, and meet the threshold requirements in Section C above, in
accordance with the weighted criteria described in this section. Because projects have
been delayed by equity market conditions, development and operating pro formas may
have changed since the date of initial awards of credit and subsidy. However, the
Department will not accept significant and unreasonable cost increases in any project line
items, nor material changes to projects. If significant and unreasonable changes have
occurred, DHCD will not award exchange funds to the project.



Weighted Selection Criteria:

Current readiness to proceed: Maximum 65 points (Maximum is
55 points for projects not required to
complete environmental review by
non-exchange sources of funding.)

e Zoning in place 10
¢ Federal environmental review completed,

if necessary for other financing sources 10
¢ 100% working drawings and specifications

as certified by architect 10
¢ Contractor selected and firm bid received 5
e Construction contract signed 10
¢ Building permit pulled 10
» All other applicable reviews completed 10

and permits issued

Minimum Score Required: 35
(Minimum score is 25 points for projects not required to complete environmental review
by non-exchange sources of funding.)

Current financial status: Maximum 40 points
» Updated sources and uses acceptable to DHCD 10
» Updated development and operating pro formas
acceptable to DHCD 10
¢ All financing in place* 10
* Additional funds committed by municipal or private
sources
5  (maximum)
o $500,000 since previous award 3
o $1 million since previous award .= 5
¢ Total amount of Exchange Funds requested: 5 (maximum)
o Less than $3 million 5
o Less than $4 million 4
o Less than $5 million 3
o Less than $6 million 2
o More than $6 million 0
Minimum Score Required: 30

*with the exception of equity commitments from tax credit syndicators/investors
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To be considered for an exchange fund award, applications must receive a minimum of
35 points in readiness to proceed (25 points for projects not required to complete
environmental review by non-exchange sources of funding) and 30 points in current
financial status. Furthermore, in accordance with DHCD’s Qualified Allocation Plan
(QAP), any sponsor must be in good standing with the Department in order o receive an
exchange fund award. Even if a project achieves the minimum score, if the project has
no investor and is secking exchange fund assistance to fill a resulting gap, DHCD will
evaluate sponsor capacity and the sponsor’s ability to develop and operate the project as
DHCD makes exchange funding decistons. DHCD may require additional reserves,
limited guarantees, and other commitments by sponsors to support and manage their
projects in order to ensure that the exchange funds will be used appropriately. In
addition, it will be a default under the documents evidencing an exchange fund loan if the
required timelines for construction of the project and expenditure of the exchange funds
are not met or if the exchange funds are not expended for eligible project costs.

As described in Section B of these guidelines, DHCD will review exchange fund
applications in order, based on the year in which the project first received a DHCD award
of credit and/or soft loan subsidy. For example, exchange fund applications for 2007
Projects will be reviewed before 2008 Projects. Further, upon completion of the review
process for all 2007 Projects, DHCD will announce exchange fund awards to those
projects, based on required minimum scores and total score received.

As soon as DHCD has completed the review process for the 2007 Projects, DHCD will
begin reviewing the 2008 Projects. DHCD will follow the same process in reviewing,
selecting, and announcing exchange fund awards to the 2008 Projects. However, project
sponsors should note that there may not be sufficient funds to make full exchange fund
awards to all 2008 Projects that apply in the first competition. If that is the case, sponsors
who do not receive the requested exchange fund awards may submit applications instead
to a later exchange fund competition.

DHCD reserves the right to limit the award of tax credit exchange funds to a given
project to a maximum amount. As indicated previously, DHCD anticipates awarding a
total of between 75% and 100% of the exchange funds available during the first
competition. The Department anticipates holding additional competitions as it exchanges
more credit through the Treasury process.

E. Underwriting Standards for Exchange-Fund-Eligible Projects

DHCD’s standards for underwriting exchange-fund-eligible projects are included in
Appendix C to these guidelines. All applications will be underwritten to determine the
minimum amount of exchange funding necessary to fill a full or partial equity gap and
allow the project to proceed to closing on all financing within 120 days. Project sponsors
should carefully review the DHCD standards.



Please note that recent written guidance from Treasury indicates that the amount of
exchange funds that can be awarded to a project is limited to 85% of the tax credit
eligible basis of the project, including any basis boost applicable to the project.

Most or all project sponsors seeking exchange fund assistance have been unable to attract
investors. As part of the exchange fund application, project sponsors must indicate a
willingness to allow DHCD to appropriately adjust the existing tax credit award,
including possible reduction to zero. If DHCD makes such an adjustment, DHCD will
make an exchange fund award sufficient to replace the tax credit equity that cannot be
raised. DHCD shall reduce awards if DHCD determines that a proposed investor’s terms
are unacceptable (as described in the underwriting standards attached as Appendix C) or
that the project sponsor has been unable to find an investor on any terms.

9% projects:

Very few if any 9% projects eligible for the first exchange fund competition have been
able to attract an investor on acceptable terms. During the exchange fund review process,
DHCD will require sponsors to accept an appropriate adjustment to the existing 9% credit
award on the projects with no investor or with investor terms that are unacceptable to
DHCD and will incorporate the reduced credit amount into the underwriting process.
Exchange-fund-eligible 9% projects with investors will be underwritten using the amount
of credit to be purchased on terms acceptable to DHCD.

4% projects:

At the sponsor’s request, during the exchange fund review process, DHCD will issue a
4% Eligibility Determination. Very few if any 4% projects eligible for the first exchange
fund competition have been able to attract an investor on acceptable terms. Unless a
project sponsor has submitted evidence of a firm commitment of equity on terms
acceptable to DHCD, DHCD will require sponsors to accept an adjustment of the
existing 4% credit award to zero, and will assume no equity investment in the
underwriting process. Exchange-fund-eligible 4% projects with investors will be
underwritten using the amount of credit to be purchased on terms acceptable to DHCD.

F. Application Requirements:

The application requirements for projects seeking exchange funds are set forth in
Appendix B to these guidelines. Sponsors must submit three full sets of the required
documents 10;

Department of Housing & Community Development
Division of Housing Development

100 Cambridge — Suite 300

Boston, MA 02114

'The full and complete application documents must be received at DHCD no later than
close of business on the date of the exchange fund competition, as published on DHCD’s
Web site.
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Appendix A
U.S. Treasury Notice Re: Section 1602 Program

U. 8. Treasury Frequently Asked Questions and Answers
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Appendix B
Application Requirements for Exchange Funds in Massachusetts

Three hard copies of full and complete application documents must be received at DHCD
no later than close of business on the date of the exchange fund competition, as published
on DHCD’s web site two weeks prior to the deadline. Project sponsors also should refer
to Section C of these guidelines.

Section 1. Brief narrative describing the project:

Section 1I. Detailed narrative on readiness to proceed, including:

¢ Status of zoning
Status of construction drawings and specifications, with architect’s certification
Status of construction bids
Status of all project financing, including commitment letters from sources
Status of all required reviews - environmental, historic, wetlands (if applicable),
etc, with evidence of sponsor compliance

*® & & &

Section III. Financial information:

s Updated development and operating pro formas in One-Stop format (please
include three hard copies, and one fully complete One Stop on compact disc)

¢ Updated commitment letters from all sources other than DHCD

» Narrative describing all efforts over time to attract syndicators/investors for
project

e Recent financial statements of the project sponsor and an explanation of any
adverse change in the financial status of the project sponsor since the date of the
most recent financial statements previously submitted to DHCD

Section IV. Mandatory certifications:

Sponsor certifications that project conforms with all requirements of Treasury notice and
Frequently Asked Questions re: Section 1602 and the requirements of Section 42 of the
Internal Revenue Code, including but not limited to, the Fair Housing Act and Section
504 of the Rehabilitation Act of 1973, In addition, sponsor must certify that the project
conforms to the Massachusetts Affirmative Fair Housing Marketing Plan Guidelines set
forth in Appendix D.

Additional sponsor certifications:

e That the project conforms with DHCD QAP
s That all project financing will close within 120 days of exchange fund
commitment :

¢ That sponsor accepts that exchange fund commitment will be withdrawn if
closing does not timely occur

14



¢ That construction start will begin 45 days after closing

e That sponsor accepts that exchange fund commitment will be withdrawn if
construction does not timely begin

¢ That all information is true and accurate

e That sponsor accepts that it will be required to return all 9% tax credits, or in the
case of 4% tax credit project sponsors, to accept its ineligibility for any 4% tax
credits, when applying for exchange funds, unless the sponsor provides evidence
of an equity commitment acceptable to DHCD, in which case the credit award
will be reduced to the amount to be purchased by an investor.

¢ That sponsor shall enter info a written agreement that requires compliance with
the Low Income Housing Tax Credit and exchange fund program requirements
for the period required by Section 42 of the Internal Revenue Code

Section V: Job Creation/Retention Matrix
Submission of job creation/retention matrix provided by DHCD

Processing Fees:

Project sponsors must continue to carry in their development budgets a tax credit
processing fee that is based on the imtial amount of the tax credit award to the project
(9% projects) or the original amount of tax credits sought by the project sponsor (4%
projects).

15



Appendix C
Underwriting Standards for Exchange Fund Projects

DHCD will underwrite every exchange fund application to determine the least amount of
exchange funding necessary for financial feasibility. DHCD’s underwriting standards relative to
debt service coverage, trending, rents, vacancy rates, operating costs, soft costs, total
replacement costs, and budgeted reserves are described in this appendix as well as in the Low
Income Housing Tax Credit Program Guidelines (May 2009). Sponsors may contact DHCD tax
credit staff for further information.

Please note that, in the case of an exchange fund award to a project without an investor, neither
the applicable fraction (% low income) nor the concept of qualified basis applies. For exchange
fund projects with an investor, these concepts do apply, as do the basis caps and per project
limits.

If there are any cost savings identified at cost certification, DHCD reserves the right to reduce
the amount of exchange fund assistance and/or the amount of tax credits awarded to a project.

Calculating the Least Amount of Tax Credits or Exchange Funds Necessary for Project
Feasibility:

Federal law requires that the state credit agency allocate only the amount of credit necessary to
make the project feasible. DHCD will apply the same principle to exchange fund awards.

To calculate the minimum amount of credit and/or exchange funds that a project must receive to
ensure feasibility, DHCD will consider the sources and uses of funds and the total financing
planned for the project, and/or the proceeds expected to be generated by the tax credit benefits.
Some projects applying for exchange funds may have tax credit investors, and some will not.
For projects without investors, DHCD will assume no credit will remain in the project.

DHCD must make a determination regarding the least amount of credit and/or exchange funds
necessary at three different times in the credit allocation process: 1) at the time of the project’s
application, 2) at the time of the project’s tax credit carryover allocation, and 3) at the time the
project is placed in service or when the sponsor applies for IRS form 8609. DHCD may reduce
the final allocation of exchange funds and/or tax credits as it appears on the 8609(s) for the
project if:

¢ The project does not have enough basis to support the original tax credit
allocation and/or does not have enough costs to support the exchange fund award,;
or

e The project costs have changed since the credit/exchange fund awards and are not
acceptable to DHCD,

DHCD will use the following standards and guidelines to underwrite tax credit/exchange fund
projects.

16



Project Cost and Trending Assumptions:

Development and operating pro formas will be reviewed closely for accuracy and feasibility.
The development cost per unit relative to unit size and location will be considered in light of the
best use of the tax credit and/or exchange fund resource. All soft costs, including consulting,
engineering, architectural and syndication fees, will be analyzed for reasonableness:

e Soft costs should not exceed 15-20% of the total development costs

e Operating costs should be consistent with other projects with similar unit types
located in the area.

e Total development costs (TDC) must be reasonable relative to the TDC originally
approved by DHCD.

¢ Debt service coverage ratio should equal at least 1.15 and cannot exceed the current
industry standard for tax credit projects, as approved by DHCD.

¢ Required replacement reserves must be at least $325 per unit per year and cannot be
excessive, as approved by DHCD.

o The reserves for operating expenses should be capitalized as needed to maintain the
debt service coverage ratio or to meet the requirements of permanent lenders and
investors.

DHCD will evaluate the long-term operating pro forma submitted as part of the
credit/exchange fund application, using the following annual trending assumptions:

Rents Yearl Years 2-3 Years 4-15

Low income, 2% 2% 2%
regulated rent units

Project-based rental 2% 2% 2%
assistance units

Rental assistance 2% 2% 2%
certificate units

Market-rate units 2% 2% 2%

Operating expenses

e Water and sewer--should be trended annually as appropriate for the area of the
proposed project.

o Real estate taxes-- should be trended annually by 2.5%.

o All other operating expenses--should be trended at 4% annually.

17



Vacancy rates

Low income rental projects should use a minimum vacancy rate of 5%.

e Low income rental projects that have commercial space and market rate units
should apply a minimum vacancy rate of 10% and 5% to the commercial space
and market rate units, respectively.

e DHCD reserves the right to limit vacancy rate assumptions that appear high in
relation to the market.

Rental rates

e All tax credit rents in a project’s One-Stop application should be set at 90% of the
maximum tax credit rents.

The Value of the Credit:

When analyzing projects for the least amount of credit and/or exchange funds necessary
for financial feasibility, DHCD will assume that a project to be syndicated will obtain a
net equity raise of $.75 unless the applicant provides documentation indicating otherwise.
However, DHCD reserves the right to reject a raise lower than $.75.

Developer's Fee:

The maximum allowable developer’s fee and overhead will be calculated according to the
schedule set forth in the 2009 tax credit Qualified Allocation Plan (QAP). The QAP is
available at http://www.mass.gov/Ehed/docs/dhcd/hd/lihte/09qapfinal.pdf .

If the developer’s fee or overhead for a project is determined to be unreasonable, DHCD
reserves the right to reduce the permissible fee, even though that fee may otherwise meet
program guidelines based on the project’s size.

Identity-of-Interest:

Project sponsors also should refer to the 2009 Low Income Housing Tax Credit Program
Guidelines to determine limits on builder’s profit and overhead in identity-of-interest
projects (p.11). Project sponsors also should review the 2009 Program Guidelines to
determine allowable acquisition costs (p.11).

Rental Subsidies:

When underwriting tax credit/exchange fund projects, DHCD will allow Section 8 rents
to exceed the allowable tax credit rents for the low-income units only if the sponsor can
meet certain conditions. Sponsors should immediately contact the tax credit staff at
DHCD to discuss the conditions.
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Exhibit 1 to Appendix B
CALCULATING MAXIMUM AMOUNT ELIGIBLE CREDITS AVAILABLE

9% Rehab/New Construction 4% Acquisition
Total Acquisition Cost

Minus Land Cost -
Acquisition Eligible Basis

Total Development Cost
(including developer's fee
and excluding acquisition)

Minus Non-Depreciable Expenses -

Minus Non-Qualified
Finaneing Sources -

Minus Costs Allocated
To Commercial Space -

Minus Federal Historic
Rehab Credit Antount -

Rehab/New Construction Eligible Basis =
Eligible Basis(*)

Mulitiply by the Applicable Fraction(*%) X X
Qualified Basis = . =
Multiply by the Applicable Percentage X X
Maximum Eligible Annual Tax Credit = =
The total maximum eligible annual tax credit amount is equal to the sum of the acquisition and
rehabilitation/new construction maximum eligible annual tax credit amounts. Multiply the total maximum
eligible annual tax credit amount by 10 to determine the total maximum eligible tax credit amount available

over the [0-year credit period.

TOTAL MAXIMUM ELIGIBLE ANNUAL TAX CREDIT X10=

* The eligible basis of a new building and the cligible basis of rehabilitation expenditures i an
existing building may be multiplied by 1.3 if the proposed preject is located in an area determined
by the IRS or DHCD to be difficult to develop.

HE Applicable Fraction is the lesser off
ftof Low Income Units OR  Square Footage of Low Income Units
Total #f of Units Total Residential Rental Square Footage
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Appendix D
Affirmative Fair Marketing Housing Plan Guidelines

Consistent with standard practice, all applicants for exchange funds must comply with the
requirements established in DHCD’s Affirmative Fair Housing Marketing Plan Guidelines. A
copy of the AFHMP are provided below and may also be accessed on DHCD’s website at;
http//www.anass. gov/dhed

Affirmative Fair Housing Marketing Plan
(Including Resident Selection)

The Commonwealth of Massachusetts has a compelling interest in creating fair and open access
to affordable housing and promoting compliance with state and federal civil rights obligations.
Therefore, all privately assisted housing or housing for inclusion on the Subsidized Housing
Inventory (SHI) shall have an Affirmative Fair Housing Marketing Plan (AFHMP), The
affordable Use Restriction decuments of said housing must requive that the AFHMP, subject to
the approval of the subsidizing or funding agency, shall be implemented for the term of the Use
Restriction. Affirmative Fair Housing requirements apply to the full spectrum of aclivities that
culminate with occupancy, including but not limited to means and methods of outreach and
marketing through to the qualification and selection of residents. All AFHMP plans must, at a
minimum, meet the standards set forth by the Department of Housing and Community
Development (DHCD). In the case of M.G.L. ¢.40B projects, the AFHMP must be approved by
the Subsidizing Agency.

The developer (Developer) is responsible for resident selection, including but not limited to
drafting the resident selection plan, marketing, administering the initial lottery process, and
determining the qualification of potential buyers and/or tenants. The Developer is responsible for
paying for all of the costs of affirmative fair marketing and administering the lottery and may use
in-house staff, provided that such stafl meets the qualifications described below. The Developer
may contract for such services provided that any such contractor must be experienced and
qualified under the following standards.

Note: As used in these AFHMP Guidelines, “Developer” refers to the Project Developer and/or
the entity with which the Developer has contracted to carry out any or all of the tasks associated
with an AFHMP.

A, Developer Staff and Contractor Qualifications

The entity as well as the individual with primary responsibility for resident selection, whether in-
house staf{l or a third-party contractor, must have substantial, successful prior experience in each
component of the AFHMP for which the party will be responsible, e.g. drafting the plan,
marketing and outreach activities, administering the lottery process and/or determining eligibility
under applicable subsidy programs and/or qualifying buyers with mortgage lenders.
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Subsidizing Agencies reserve the right to reject the qualifications of any Developer or contractor,
However, generally, Developers or contractors that meet the following criteria for each
component, as applicable, will be considered to be qualified to carry out the component(s) for
which they are responsible:

B.

The entity has successfully carried out similar AFHMP responsibilities for a minimum of
three (3) projects in Massachusetts or the individual with primary responsibility for the
resident selection process has successfully carried out similar AFHMP responsibilities for
a minimum of five (5) projects in Massachusetts, :

The entity has the capacity to address matters relating to English language proficiency.
“Successfully” for the purposes of these Guidelines means that, with respect to both the
entity and the relevant staff, (a) the prior experience has not required intervention bya
Subsidizing Agency to address fair housing complaints or concerns; and (b) that within
the past five (5) years, there has not been a finding or final determination against the
entity or staff for violation of any state or federal fair housing law.

Affirmative Fair Housing Marketing Plan

The Developer shall prepare the following materials which shall comprise an AFHMP:

e & o @

Informational materials for applicants including a general description of the overall
project that provides key information such as the number of market/affordable units,
amenities, number of parking/garage spaces per unit, distribution of bedrooms by market
and affordable units, accessibility, etc.

A description of the eligibility requirements.

Lottery and resident selection procedures,

A clear description of the preference system being used (if applicable).

A description of the measures that will be used to ensure affirmative fair marketing will

be achieved including a description of the affirmative fair marketing and outreach

methods that will be used, sample advertisements to be used, and a list of publications
where ads will be placed.

Application materials including:

o The application form.

o A statement regarding the housing provider’s obligation not to discriminate in the
sclection of applicants, and such a statement must also be included in the application
materials,

o Information indicating that disabled persons are entitled to request a reasonable
accommodation of rules, policies, practices, or services, or (o request a reasonable
modification of the housing, when such accommodations or modifications are
necessary to afford the disabled person equal opportunity to use and enjoy the
housing.’

! It is important to remember that legal obligations with respect to accessibility and modifications in housing extend
beyond the Massachusetts Architecturai Access Board requiremnents, including federal requirements imposed by the Fair
Housing Act, the Americans with Disabilities Act, and the Rehabiitation Act. Under state law, in the case of publiciy
assisted housing, multiple dwelling housing consisting of ten or more units, or contiguously located housing consisting of
ten or more units (see M.G.L. ¢. 151B, § 1 for definitions), reasonable modification of existing premises shall be at the
expense of the owner or other person having the right of ownership if necessary for the disabled person to fully enjoy the
premises. M.G.L. c. 1518, § 4(7A). See alsc 24 C.F.R. part 8 for Rehabilitation Act requirements of housing providers
that receive federai financial assistance.
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o An authorization for consent to release information.
e For homeownership transactions, a description of the use restriction and/or deed rider.

The Subsidizing Agency must approve the AFHMP before the marketing process commences. In
the case of a Local Action Unit (LAU), DHCD and the municipality must approve the AFHMP.

The AFHMP shall be applied to affordable units® upon availability for the term of affordability
and must consist of actions that provide information, maximum opportunity, and otherwise attract
eligible persons protected under state and federal civil rights laws that are less likely to apply.

Outreach and Marketing
Marketing should attract residents outside the community by extending to the regional statistical
area as well as the state.

e Advertisements should be placed in local and regional newspapers, and newspapers that
serve minority groups and other groups protected under fair housing laws. Notices
should also be sent to local fair housing commissions, area churches, local and regional
housing agencies, local housing authorities, civic groups, lending institutions, social
service agencies, and other non-profit organizations.

e  Affordable units in the Boston Metro Area (Boston-Cambridge-Quincy MSA) must be
reported to the Boston Fair Housing Commission’s Metrolist (Metropolitan Housing
Opportunity Clearing House). Such units shall be reported whenever they become
available (including upon turnover).

e Affordable and/or accessible’ rental units must be listed with the Massachusetts
Accessible Housing Registry whenever they become available (including upon turnover).
See http://www.chapa.org.

e Available affordable ownership units must also be listed with CHAPA’s lottery website
(see http://www.chapa.org ) and with the Massachusetts Affordable Housing Alliance
(MAHA) website (see http://www.mahahome.org ).

e Marketing should also be included in non-English publications based on the prevalence
of particular language groups in the regional area. To determine the prevalence of a
particular language by geographical area, see for example
http://www.doleta.gov/reports/CensusData/LWIA by _State.cfm?state=MA .

All marketing should be comparable in terms of the description of the opportunity available,
regardless of the marketing type (e.g., local newspaper vs. minority newspaper). The size of the
advertisements, including the content of the advertisement, should be comparable across regional,
local, and minority newspapers.

2 The advertising component of the AFHMP applies to all units.

3 Note: The owner or other person having the right of ownership shall, in accordance with M.G.L. c. 151B, §4(7A), give at
least fifteen days notice of the vacancy of a wheelchair accessible unit to the Massachusetts Rehabilitation Commission.
Said statute also requires the owner or other person having the right of ownership to give timely notice that a wheelchair
accessible unit is vacant or will become vacant to a person who has, within the past 12 months, notified the owner or
person or person having the right of ownership that such person is in need of a wheelchair accessible unit.
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Advertisements should run a minimum of two times over 4 sixty day period and be designed to
attract attention. Marketing of ownership units should begin approximately six months before the
expected date of project occupancy.

Pursuant to fair housing laws,” advertising must not indicate any preference or limitation, or
otherwise discriminate based on race, color, disability, religion, sex, familial status, sexual
orientation, national origin, genetic information, ancestry, children, marital status, or public
assistance recipiency. Exceptions may apply if the preference or limitation is pursuant to a lawful
eligibility requirement. All advertising depicting persons should depict members of classes of
persons protected under fair housing laws, including majority and minority groups.

The Fair Housing logo () and slogan (“Bqual Housing Opportunity™) should be included in ali
marketing materials. The logo may be obtained at HUD’s website at:
http:/iwww . hud. gov/library/bookshelf /hudgraphics/theologo.cfin |

Availability of Applications

Advertising and outreach efforts shall identify locations where the application can be obtained.
Applications shall be available at public locations including one that kas some night hours;
usually, a public library will meet this need. The advertisement shall include a telephone
number an applicant can call to request an application via mail.

Informational Meeting

In addition, the lottery administrator must offer one or more informational meetings for potential
applicants to educate them about the lottery process and the housing development. These
meetings may include local officials, developers, and local bankers. The date, time, and location
of these meetings shall be published in ads and flyers that publicize the availability of lotiery
applications. The workshops shall be held in a municipal building, school, library, public
meeting room or other accessible space. Meetings shall be held in the evening or on weekend
days in order to reach as many potential applicants as possible. However, attendance at a meeting
shall not be mandatory for participation in & lottery.

The purpose of the meeting is 10 answer questions that are commonly asked by lottery applicants.
Usually a municipal official will welcome the participants and describe the municipality’s role in
the affordable housing development. The fottery administrator will then explain the information
requested on the application and answer questions about the lottery drawing process. The
Developer should be present to describe the development and to answer specific questions about
the affordable units, It is helpful to have representatives of local banks present to answer
questions about qualifications for the financing of affordable units. At the meeting, the lottery
administrator should provide complete application materials to potential applicants.

Homeownership — Establishing Sales Prices

Sale prices shall be established at the time of the initial marketing of the affordable units.
Thereafter, the prices of homes can not be increased for lotlery winners, even if interest rates and
HUD income guidelines change.

For large, phased developments maximum sale prices of units sold in subsequent phases will be
calculated prior to the start of marketing for cach phase, or approximately 6 months prior to
expected occupancy of the units. In such cases, each phase will require its own affirmative fair
marketing efforts and lottery.

*42 U.S.C. § 3604(c); M.G.L. ¢. 151B, § 4(7B).
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C. Local Preference
If a community wishes to implement a local selection preference, it must:

* Demonstrate in the AFHMP the need for the local preference (e.g., the community may
have a disproportionately low rental or ownership affordable housing stock relative to
need in comparison to the regional area); and

¢ Demonstrate that the proposed local preference will not have a disparate impact on
protected classes.

In no event may a local preference exceed more than 70% of the (affordable) units in a Project.

The Subsidizing Agency, and in the case of LAUs, DHCD as well as the municipality, must
approve a local preference scheme as part of the AFHMP. Therefore, the nature and extent of
local preferences should be approved by the Subsidizing Agency (or DHCD in the case of LAUS)
prior to including such language in the comprehensive permit or other zoning mechanism,

Allowable Preference Catepories

1. Current residents: A household in which one or more members is living in the city or
town at the time of application. Documentation of residency should be provided, such as
rent receipts, utility bills, street listing or voter registration listing.

2. Municipal Employees: Employees of the municipality, such as teachers, janitors,
firefighters, police officers, librarians, or town hall employees.

3. Employees of Local Businesses: Employees of businesses located in the municipality.

4. Households with children attending the locality’s schools, such as METCO students.

When determining the preference categories, the geographic boundaries of the local resident
preference area should not be smaller than municipal boundaries.

Durational requirements related to local preferences, that is, how long an applicant has
lived in or worked in the residency preference area, are not permitted in any case.

Preferences extended to local residents should also be made available not only to applicants who
work in the preference area, but also 10 applicants who have been hired to work in the preference
area, applicants who demonstrate that they expect to live in the preference area because of a bona
fide offer of employment, and applicant households with children attending the locality’s
schools, such as METCO students.

A preference for households that work in the community must not discriminate (including have a
disproportionate effect of exclusion) against disabled and elderly households in violation of fair
housing laws.

Advertising should not have a discouraging effect on eligible applicants. As such, local
residency preferences must not be advertised as they may discourage non-local potential
applicants,

Avoiding Potential Discriminatory Effects

The local selection preferences must not disproportionately delay or otherwise deny admission of
non-local residents that are protected under state and federal civil rights laws. The AFHMP
should demonstrate what efforts will be taken to prevent a disparate impact or discriminatory
effect. For example, the community may move minority applicants into the local selection pool
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to ensure it reflects the racial/ethnic balance of the HUD defined Metropolitan Statistical Area as
described below.’ However, such a protective measure may not be sufficient as it is
race/ethnicity specific; the AFHMP must address other classes of persons protected under fair
housing laws who may be negatively affected by the local preference.

To avoid discriminatory effects in violation of applicable fair housing laws, the following
procedure should be followed unless an alternative method for avoiding disparate impact (such as
lowering the original percentage for local preference as needed to reflect demographic statistics
of the MSA) is approved by the Subsidizing Agency. If the project receives HUD financing,
HUD standards must be followed.

A lottery for projects including a local preference should have two applicant pools: a local
preference pool and an open pool. After the application deadline has passed, the Developer
should determine the number of local resident minority households there are in the municipality
and the percentage of minorities in the local preference pool. If the percentage of minority local
resident houscholds in the local preference pool is less than the percentage of minorities in the
surrounding HUD-defined arca, the Developer should make the following adjustments to the
local preference pool:

¢ The Developer should hold a preliminary lottery comprised of alt minority applicants
who did not qualify for the local preference pool, and rank the applicants in order of
drawing.

¢ Minority applicants should then be added to the local preference pool in order of their
rankings until the percentage of minority applicants in the local preference pool is equal
to the percentage of minorities in the surrounding HUD-defined area.

¢ Applicants should be entered into all pools for which they qualify. For example, a local
resident should be included in both pools.

e Minorities should be identified in accordance with the classifications established by HUD
and the U.S. Census Bureau, which are the racial classifications: Black or African
American; Asian; Nalive American or Alaska Native; Native Hawaiian or Pacific
Islander; or other (not White); and the ethnic classification Hispanic or Latino,

D. Household Size/Larger Households Preference

General
Household size should be appropriate for the number of bedrooms in the home. It is appropriate
to set a minimum. A maxinmum household size for the units may be established provided that:

¢ Maximum allowable houschold size may not be more restrictive than the State Sanitary
Code or applicable local bylaws, and may not violate state and federal civil rights laws.

¢ Maximum allowable household size may not be more restrictive than the Large
Household Preference established below.

Larger Household Preference

* Note: This protective measure may not he dispositive with respect to discriminatory effects. For example, the non-local
applicant pool may contain a disproportionately large percentage of minorities, and therefore adjusting the local
preference pool to reflect demographics of the regional area may not sufficiently address the discriminatory effect that
the local preference has on minority applicants. Therefore, characteristics of the non-lozal applicant poal should
continually be evaluated.
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Within an applicant pool first preference shall be given to houscholds requiring the total number of
bedrooms in the unit based on the following criteria:

a. ‘There is at least one occupant per bedroom.®

b. A husband and wife, or those in a similar living arrangement, shall be required to share a
bedroom. Other household members may share but shall not be required to share a
bedroom.

c. A person described in the first sentence of (b) shall not be required to share a bedroom if a
consequence of sharing would be a severe adverse impact on his or her mental or physical
health and the lottery agent receives reliable medical documentation as to such impact of
sharing.

Within an applicant pool second preference shall be given to households requiring the number of
bedrooms in the unit minus one, based on the above criteria. Third preference shall be given to
households requiring the number of bedrooms in the unit minus, two, based on the above criteria.

A “household” shall mean two or more persons who will live regularly in the unit as their principal
residence and who are related by blood, marriage, law or who have otherwise evidenced a stable
inter-dependent relationship, or an individual.

Lottery drawings shall result in each applicant being given a ranking among other applicants with
households receiving preference for units based on the above criteria. Houschold size shall not
exceed State Sanitary Code requirements for occupancy of a unit (See 105 CMR 400).”

| N Lotterics

The Lottery Application

Resident selection must generally be based on a lottery, although in some cases it may be based
on another fair and equilable procedure approved by the Subsidizing Agency.8 A lottery
procedure is preferred over a “first-come, first-serve procedure,” as the latter procedure may
disadvantage non-local applicants.

The application period should be at least 60 days. To ensure the fairness of the application
process, applicants should not be required to deliver application materials and instead should be
permitted to mail them.

The lottery application must address a household’s:

* income
assets
size and composition
minority status (optional disclosure by the household)
eligibility as a first-time buyer (for ownership units)
eligibility for local preference

¢ * & & &

& pisabled households must not be excluded from a preference for a larger unit based on household size if such farger
unit is needed as a reasonable accommodation,

7 Note, however, that fair housing exceptions may apply: see HUD Fair Housing Enforcement—Occupancy Standard;
Notice of Statement of Policy, Docket No. FR-4405-01 (1998).

® In the case of project based Section B properties where resident selection is to be performed by the housing authority
pursuant to a Section 8 waiting list, a lottery procedure is not required.
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The lottery administrator shall request verification (e.g., three prior year {ax returns with the W2
form; 5 most recent pay stubs for all members of the household who are working, three most
recent bank statements and other materials necessary to verify income or assets).

Applicants cannot be required to use a specific lender for their pre-approval letter or their
mortgage.

Only applicants who meet qualification requirements should be included in the lottery.

Lottery Procedure

Once all required information has been received, qualified applicants should be assigned a
registration number. Only applicants who meet the eligibility requirements shall be entered
into a lottery. The lottery shall be conducted after any appeals related to the project have
been completed and all permits ox approvals related to the project have received final
action.

Ballots with the registration number for applicant households are placed in all lottery

pools for which they qualify. The ballots are randomly drawn and listed in the order

drawn, by pool. If a project has units with different numbers of bedrooms, units are then awarded
(fargest units first) by proceeding down the list to the first household on the list that is of
appropriate size for the largest unit available according to the appropriate-unit-size criteria
established for the lottery. Once all larger units have been assigned to appropriately sized
households in this manner, the lottery administrator returns to the top of the list and selects
appropriately sized households for smaller units. This process continues until all available units
have been assigned to appropriately sized applicant households.

If the project includes units accessible or adaptable for occupancy by disabled persons, first
preference (regardless of applicant pool) for those units shall be given to such disabled persons,
including single person households, in conformity with state and federal civil rights laws.

The lottery administrator should retain a list of households who are not awarded a unit, in the
order that they were drawn. If any of the initial renters/buyers do not rent/purchase a unit, the
unit shall be offered to the highest ranked household on that retained list. This list may generally
be retained and used to fill units for up to one year. However, other factors such as the number
of houscholds remaining on the list, the likelihood of the continuing eligibility of such
houscholds, and the demographic diversity of such houscholds may inform the retention time of
the list, subject to the approval of the Subsidizing Agency.

After the initial lottery, waiting lists should be analyzed, maintained, and updated (through
additional marketing) so that they remain consistent with the objectives of the housing program
and are adequately representative of the racial, ethnic, and other characteristics of potential
applicants in the housing market region.

(April 8, 2008 change to the third paragraph: addition of “(regardless of applicant pool)”).
Lottery Example

This theoretical lottery has an OPEN pool that includes all applicants and a LOCAL
PREFERENCE pool with only applicants from the local area.

s Total applicants in lottery: 100
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‘Total minority applicants: 20
¢  The community in which the lottery takes place falls within the HUD Boston
Metropolitan Statistical Area which has a minority population of 20.7%.

Determine the number of applicants who claim a LOCAL preference according to
approved criteria.

Determine the number of minority applicants in the LOCAL preference pool.

Determine the percentage of minority applicants in the LOCAL preference pool.

Total Applicants in  [otal Minority Applicants in | % Minority Applicants in
Local Preference Pool | Local Preference Pool Local Preference Pool

60 10 16.7%

Since the percentage of minority applicants in the LOCAL preference pool is below
the percentage of minority residents in the HUD defined statistical area (16.7% as
opposed to 20.7%), a preliminary lottery is required.

The 10 minority applicants who do not have LOCAL preference are entered into
a preliminary drawing and assigned a rank based on the order of their draw.
Minority applicants are added to the LOCAL preference pool in order of their rank
until the LOCAL preference pool has at least as great a percentage of minority
applicants as the larger statistical area. In this example, 4 applicants will be added
to the LOCAL preference pool to bring the percentage of minority applicants up to
21.8%.

Applicants in Supplemented [lI'otal Minority Applicants % Minority Applicants in

Local Preference Pool in Supplemented Supplemented Local
Local Preference Pool Preference Pool
64 14 21.8%

| N
1.

Draw all ballots from the adjusted LOCAL pool and assign rankings to each
household. Preference for appropriately sized households will still apply and all efforts
should be made to match the size of the affordable units to the legitimate need for bedrooms
of each household.
Once all units for LOCAL residents have been allocated, the OPEN pool should
proceed in a similar manner. All LOCAL residents should have ballots in both
pools, and all minority applicants that were put in the LOCAL pool should remain
in the OPEN pool as well.

Homeownership

Household Eligibility

A Subsidizing Agency housing program may establish eligibility requirements for homebuyers.
In the absence of such provisions, the following requirements shall apply.

In addition to meeting the requirements for qualifying a Project or dwelling unit for the SHI (see
Section 1L.A), the household shall not have owned a home within three years preceding the
application, with the exception of:
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a. displaced homemakers, where the displaced homemaker (an adult who has not worked
full-time, full-year in the labor force for a number of years but has, during such years,
worked primarily without remuneration to care for the home and family), while a
homemaker, owned a home with his or her partner or resided in a home owned by the
pariner;

b. single parents, where the individual owned a home with his or her pariner or resided in a
home owned by the partner and is a single parent (is unmarried or legally separated from
a spouse and either has I or more children of whom the individual has custody or joint
cusiody, or is pregnant);

¢. households where at least one household member is 55 or over;

d. households that owned a principal residence not permanently affixed to a permanent
foundation in accordance with applicable regulations; and

e. households that owned a property that was not in compliance with State, local or model
building codes and that cannot be brought into compliance for less than the cost of
constructing a permanent structure,

Individuals who have a financial interest in the development and their families shall not be
eligible.

2. Final Qualification and Closing

Once the lottery has been completed, applicants selected to purchase units must be given a
reasonable pre-specified time period in which they must secure financing. The Developer should
invite the lottery winners to a loan application workshop. The Developer should make prior
arrangements with local financial institutions with respect to financing qualified purchasers.
Often such institutions will give preliminary approvals of loans, which make the remainder of the
process more efficient for all partices.

Before a Purchase and Sale Agreement is signed, the lotiery agent should submit income

and asset documentation of the applicant to the Subsidizing Agency (to DHCD and the municipality
in the case of a LAU). Income verification should include tax returns and W-2s from the past three
years, five most recent pay stubs, three months recent bank statements and 401 K reports, reliable
documentation as to other sources of income and assets. The Subsidizing Agency (to DHCD and
the municipality in the case of a LAU) will then verify that the household’s annual income does not
exceed 80% of the area median income, or such lower income limit as may have been established
for the particular project. The Subsidizing Agency (to DHCD and the municipality in the case of a
LAU) also will verify that household assets do not exceed the maximum allowed. Closing of the
sale will also be contingent on the Subsidizing Agency’s (to DHCD and the municipality in the case
of a LAU) approval of the buyer’s financing.

Non-household members should not be permitted as co-signers of the mortgage,
3 Resales

AFHMP requirements apply to the housing for its duration. The AFHMP must include a plan,
satisfactory to the Subsidizing Agency (to DIICD and the municipality in the case of a LAU), to
address AFHMP requirements upon resale. The proposal must, al a minimum, require that units
for re-sale to eligible purchasers be listed with CHAPA and MAFA’s homeownership lottery
sites as described above and establish minimum public adverlising requirements. The proposal
cannot impose the AFHMP requirements upon a homeowner other than requiring compliance
with requirements of a Use Restriction, reasonable public advertising, and listing with CHAPA
and MAHA.
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A “ready-buyer” list of eligible buyers maintained by the municipality or other local entity is
encouraged. This list may be created through local, regional, and statewide Lists and resources.
As stated above, the list should continually be analyzed, maintained, and updated (through
additional marketing) so that it remains consistent with the objectives of the housing program and
is adequately representative of the racial, ethnic, and other characteristics of potential applicants
inn the housing market region.
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Appendix E:
First Amendment to Tax Credit Exchange Guidelines - September 25, 2009

As of September 25, 2009, the Department of Housing and Community Development
(“DHCD?™), as the Massachusetts state housing credit agency, amends these Tax Credit
Exchange Program (TC-X) Guidelines of August 11, 2009, to incorporate the
following information:

On June 30, 2009, DHCD submitted its first exchange request, totaling $50,814,102, to
the U.S. Department of the Treasury. DHCD established August 28, 2009, as the
application deadline for the first funding competition for exchange funds, On that date,
the Department received fifteen applications for exchange funds. At the conclusion of
the review process, DHCD anticipates that it will approve awards totaling approximately
$45 million to $50 million.

DHCD now has processed its second request for exchange funds through the Treasury.
The amount of the second request is $27,314,299.50 . DHCD has established Friday,
October 9, 2009, as the application deadline for sponsors who wish to apply for available
exchange funds in the second funding competition. The eligibility criteria for the
October 9 exchange competition are the same as the eligibility criteria established by
DHCD for the August 28 competition and published in the body of these Guidelines. The
scoring criteria for the October 9 competition are the same as the scoring criteria for the
August 28 competition and published in the body of these Guidelines.

DHCD anticipates announcing funding decisions for applications submitted on October 9
within two to three weeks of the application deadline. DHCD further anticipates
requesting additional exchange funds from the Treasury during October or November
2009. DHCD will schedule additional exchange funding competitions after making
additional exchange requests {o Treasury.

Other than the two exceptions described below, the August 11, 2009 Tax Credit
Exchange Program (TC-X) Guidelines remain in full effect.

1) The limit on the amount of TC-X funds awarded to each project is hereby
changed to 85% of qualified basis, instead of 85% of eligible basis including basis
boost, if applicable. This amends the bolded sections on page 6 and 12 of the
Guadelines and the second paragraph of Appendix C,

2) The U.S. Department of Treasury has clarified a few matters in its amendment to
its Q&A dated September 14, 2009. Attached are the revised Grantee Terms and
Conditions and revised Q&A, which hereby replace those sections of Appendix A
of the August 11, 2009 Tax Credit Exchange Program (TC-X) Guidelines.
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Appendix F:
Second Amendment to Tax Credit Exchange Guidelines — October 22, 2009

As of October 22, 2009, the Department of Housing and Community Development
(“DHCI™), as the Massachusetts state housing credit agency, amends these Tax Credit
Exchange Program (TC-X) Guidelines of August 11, 2009, as amended on September 25,
2009, to set forth additional eligibility criteria for certain applicants in the Third
Competition for TC-X awards:

Background:

The First Competition:

On June 30, 2009, DHCD submitted its first exchange request, totaling $50,814,102, to
the U.S. Department of the Treasury. DHCD established August 28, 2009, as the
application deadline for the first funding competition for exchange funds. On that date,
the Department received 15 applications for exchange funds. At the conclusion of the
review process, DHCD approved $50,645,661 in exchange awards to ten projects.

The Second Competition:

On September 18, 2009, DHCD submitted its second exchange request, totaling
$27,314,301 to the U.S. Department of the Treasury. DHCD established October 9, 2009
as the application deadline for the second funding competition for exchange funds. On
that date, the Department received seven applications for exchange funds. DHCD
expects to announce shortly the awardees of exchange funds in the second competition.

The Third Competition:

On October 20, 2009, DHCD submitted its third exchange request, totaling $27,907,047
to the U.S, Depariment of the Treasury. DHCD has established November 6, 2009, as the
application deadline for the third funding competition for exchange funds.

All interested parties should note the following: The threshold cligibility criteria for
the third funding competition will differ from the threshold eligibility criteria for
the first and second exchange competitions. Certain low-income housing tax credit
projects that received credit and subsidy awards from the Department during 2009 will be
eligible to apply for the limited exchange funds available during the third competition.

To be eligible for consideration, projects with 2009 awards must meet the following
criteria:

¢ The sponsor must be a non-profit developer or a joint venture between a non-
profit and a for-profit.

o The sponsorship entity must not have changed since the time of the DHCD credit
and/or subsidy award.
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e All units in the project must be tax credit units and must have been proposed as
tax credit units at the time of the DHCD credit and/or subsidy award;

¢ The sponsor must have obtained a commitment of private equity from a
syndicator or direct investor which will result in a net equity raise to the project of
at least $4 million at a raise per credit dollar, and on terms, acceptable to DHCD;

¢ The sponsor must apply for no more than $4 million in exchange funds. The
exchange amount requested must be sufficient to permit the sponsor to proceed to
a full loan closing within 120 days of an exchange award

Any non-profit sponsored projects that were eligible for exchange consideration prior to
the date of this amendment remain subject to the same eligibility criteria for the third
exchange competition. The scoring system for the third competition is the same for all
applicants as the scoring system for the first and second exchange competitions. (Please
note that DHCD applied the same scoring system to all TCAP applications as well.)
DHCD will review applications to the third competition in chronological order, beginning
with the projects that received tax credit and/or subsidy awards in 2007, followed by the
2008 projects, and then the 2009 projects.

At this time, DHCD anticipates submitting further exchange requests to the U.S.
Department of the Treasury in November and/or December 2009. The Department will
notify interested parties as to any changes in these Tax Credit Exchange Guidelines for
future funding competitions.

Closing and Construction Start Deadlines: As set forth in the Tax Credit Exchange
Program (TC-X) Guidelines of August 11, 2009, as amended on September 25, 2009,
applicants must demonstrate that financing will close within 120 days of the TC-X award
and that construction will start within 45 days thereafter. Awardees that fail to meet this
timing requirement will forfeit the TC-X award. As the closing process has begun for
awardees of TC-X, DHCD's counsel have learned of potential delays caused by public
funding requirements that are beyond the TC-X awardee’s control. DHCD reserves the
right to permit up to 150 days for a TC-X project to close on all financing if delay arises
due fo events occurring afler the date of the TC-X award that are outside the awardee’s
control.

33



Appendix G:
Third Amendment to Tax Credit Exchange Guidelines — December 1, 2009

As of December 1, 2009, the Department of Housing and Community Development
(*DHCD’), as the Massachusetts state housing credit agency, amends these Tax Credit
Exchange Program (TC-X) Guidelines of August 11, 2009, as previously amended in
September and October 2009, to announce a fourth competition for TC-X funds with
applications due on December 10, 2009. No changes are made to the TC-X Guidelines of
August 11, 2009, as previously amended in September and October 2009.
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Appendix H:
Fourth Amendment to Tax Credit Exchange Guidelines — February 19, 2010

As of February 19, 2010, the Department of Housing and Community Development
(“DHCD™), as the Massachusetts state housing credit agency, amends these Tax Credit
Exchange Program (TC-X) Guidelines of August 11, 2009, as previously amended in
September, October, and December 2009, to set forth additional eligibility criteria for
certain applicants in the competitions for TC-X awards after this amendment date:

Background:

The First Competition:

On June 30, 2009, DHCD submitted its first exchange request, totaling $50,814,102, to
the U.S. Department of the Treasury. DHCD established August 28, 2009, as the
application deadline for the first funding competition for exchange funds. On that date,
the Department received 15 applications for exchange funds. At the conclusion of the
review process, DHCD approved $50,345,661 in exchange awards to ten projects.

The Second Competition:

On September 18, 2009, DHCD submitted its second exchange request, totaling
$27,314,301, to the U.S, Department of the Treasury. DHCD established October 9,
2009 as the application deadline for the second funding competition for exchange funds.
On that date, the Department received seven applications for exchange funds. At the
conclusion of the review process, DHCD approved $30,435,803 in exchange awards to
five projects.

The Third Competition:

On October 20, 2009, DHCD submitted its third exchange request, totaling $27,907,047
to the U.S. Department of the Treasury. DHCD established November 6, 2009, as the
application deadline for the third funding competition for exchange funds. On that date,
the Department received six applications for exchange funds. At the conclusion of the
review process, DHCD approved $22,539,940 in exchange awards to three projects.

The Fourth Competition:

DHCD established December 10, 2009, as the application deadline for the fourth funding
competition for exchange funds. On that date, the Department received two applications
for exchange funds. Neither application received an exchange award.

The Fifth Competition:

On December 23, 2009, DHCD submitted its fourth exchange request, totaling
$4,310,469, to the U.S. Department of the Treasury. DHCD has established March 5,
2010, as the application deadline for the fifth funding competition for exchange funds.
All applications must be received at DHCD by close of business on March 5, 2010.
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All interested parties should note the following: The threshold eligibility criteria for
the fifth funding competition will differ from the threshold eligibility criteria for the
previous four exchange competitions. Certain low-income housing tax credit projects
that received credit and subsidy awards from the Department during 2009 will be eligible
to apply for the limited exchange funds available during the fifth competition. To be
eligible for consideration, projects with 2009 awards must meet the following criteria:

¢ The sponsorship entity must not have changed since the time of the DHCD credit
and/or subsidy award.

o All units in the project must be tax credit units and must have been proposed as
tax credit units at the time of the DHCD credit and/or subsidy award;

¢ The sponsor must have obtained a commitment of private equity from a
syndicator or direct investor which will result in a net equity raise to the project of
at least $4 million at a raise per credit dollar, and on terms, acceptable to DHCD,

e The exchange amount requested of DHCD must be sufficient to permit the
sponsor to proceed to a full loan closing within 120 days of an exchange award,

DHCD reserves the right to limit the amount of any exchange award during the fifth
competition, based on availability of funds.

Any projects that were eligible for exchange consideration prior to the date of this
amendment remain subject to the same eligibility criteria for the fifth exchange
competition. The scoring system for the fifth competition is the same as the scoring
system used by DHCD during the previous exchange competitions. (Please note that
DHCD applied the same scoring system to all TCAP applications as well.) DHCD will
review applications to the fifth competition in chronological order, beginning with the
projects that received tax credit and/or subsidy awards in 2007, followed by the 2008
projects, and then the 2009 projects.

At this time, DHCD does not anticipate submitting any further exchange requests to the
U.S. Department of the Treasury. The Department will notify interested parties if DHCD
decides to submit additional exchange requests during 2010.

Closing and Construction Start Deadlines: As set forth in the Tax Credit Exchange
Program (TC-X) Guidelines of August 11, 2009, as amended on September 25, 2009 and
October 22, 2009, applicants must demonstrate that financing will close within 120 days
of the TC-X award and that construction will start within 45 days thereafter. Awardees
that fail to meet this timing requirement will forfeit the TC-X award. As the closing
process has begun for awardees of TC-X, DHCD's counsel have learned of potential
delays caused by public funding requirements that are beyond the TC-X awardee’s
control. DHCD reserves the right to permit up to 150 days for a TC-X project to close on
all financing if delay arises due to events occurring after the date of the TC-X award that
are outside the awardee’s control.
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Appendix I:
Fifth Amendment to Tax Credit Exchange Guidelines — May 27, 2010

As of May 27, 2010, the Department of Housing and Community Development
(“*DHCD™), as the Massachusetts state housing credit agency, amends these Tax Credit
Exchange Program (TC-X) Guidelines of August 11, 2009, as previously amended in
September, October, and December 2009, and February 2010, to set forth additional
eligibility criteria for certain applicants in the competitions for TC-X awards after this
amendment date:

Background:

The First Competition:

On June 30, 2009, DHCD submitted its first exchange request, totaling $50,814,102, to
the U.S. Department of the Treasury. DHCD established August 28, 2009, as the
application deadline for the first funding competition for exchange funds. On that date,
the Department received 15 applications for exchange funds. At the conclusion of the
review process, DHCD approved $50,345,661 in exchange awards to ten projects.

The Second Competition:

On September 18, 2009, DHCD submitted its second exchange request, totaling
$27,314,301, to the U.S. Department of the Treasury. DHCD established October 9,
2009 as the application deadline for the second funding competition for exchange funds.
On that date, the Department received seven applications for exchange funds. At the
conclusion of the review process, DHCD approved $30,435,803 in exchange awards to
five projects.

The Third Competition:

On October 20, 2009, DHCD submitted its third exchange request, totaling $27,907,047
to the U.S. Department of the Treasury. DHCD established November 6, 2009, as the
application deadline for the third funding competition for exchange funds. On that date,
the Department received six applications for exchange funds. At the conclusion of the
review process, DHCD approved $22,539,940 in exchange awards to three projects.

The Fourth Competition:

DHCD established December 10, 2009, as the application deadline for the fourth funding
competition for exchange funds. On that date, the Department received two applications
for exchange funds. Neither application received an exchange award.

The Fifth Competition:

On December 23, 2009, DHCD submitted its fourth exchange request, totaling
$4,310,469, to the U.S. Department of the Treasury. DHCD established March 5, 2010,
as the application deadline for the fifth funding competition for exchange funds. On that
date, the Department received applications for exchange funds. One application received
an exchange award of $5,290,273.
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The Sixth Competition:

DHCD has established June 15, 2010 as the application deadline for the sixth funding
competition for exchange funds. Applications are due at the Department by close of
business on that date.

All interested parties should note the following: The threshold eligibility criteria for
the sixth funding competition will differ from the threshold eligibility criteria for the
previous five exchange competitions. Certain low-income housing tax credit projects
that received credit and subsidy awards from the Department during 2009 will be eligible
to apply for the limited exchange funds available during the sixth competition. To be
eligible for consideration, projects with 2009 awards must meet the following criteria:

¢ The sponsorship entity must be a non-profit entity;

e The project submitted for consideration cannot have a prior TC-X or TCAP award
from DHCD;

¢ All units in the project must be tax credit units and must have been proposed as
tax credit units at the time of the DHCD credit and/or subsidy award,

e The sponsor must demonstrate to DHCD that it has made every effort to secure a
commitment of private equity from a syndicator or a direct investor on terms
acceptable to DHCD;

o The exchange amount requested of DHCD must be sufficient to permit the
sponsor to proceed to a full loan closing within 120 days of an exchange award;

DHCD reserves the right to limif the amount of any exchange award during the sixth
competition, based on availability of funds.

Any projects that were eligible for exchange consideration prior to the date of this
amendment remain subject to the same eligibility criteria for the sixth exchange
competition. The scoring system for the sixth competition is the same as the scoring
system used by DHCD during the previous exchange competitions. (Please note that
DHCD applied the same scoring system to all TCAP applications as well.) DHCD will
review applications to the sixth competition in chronological order, beginning with the
projects that received tax credit and/or subsidy awards in 2007, followed by the 2008
projects, and then the 2009 projects.

At this time, DHCD does not anticipate submitting any further exchange requests to the
U.S. Department of the Treasury. The Department will notify interested parties if DHCD
decides to submit additional exchange requests during 2010.

Closing and Construction Start Deadlines: As set forth in the Tax Credit Exchange

Program (TC-X) Guidelines of August 11, 2009, as amended on September 25, 2009 and
October 22, 2009, and February 19, 2010, applicants must demonstrate that financing will
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close within 120 days of the TC-X award and that construction will start within 45 days
thereafter. Awardees that fail to meet this timing requirement will forfeit the TC-X
award. As the closing process has begun for awardees of TC-X, DHCD's counsel have
learned of potential delays caused by public funding requirements that are beyond the
TC-X awardee’s control. DHCD reserves the right to permit up to 150 days for a TC-X
project to close on all financing if delay arises due to events occurring after the date of
the TC-X award that are outside the awardee’s control.
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